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Carr Riggs Ingram LLC

RIGGS P.O Box 1190

INGRAM Oothan Alabama 36302

334 677-9774

334 677-9339 fax

wwwcric pa.c am

INDEPENDENT AUDITORS REPORT

To the Members of

Harbor Financial Services LLC

We have audited the accompanying statements of financial condition of Harbor Financial

Services LLC the Company as of December 31 2011 and 2010 and the related statements

of income changes in members equity and cash flows for the years then ended that you are

filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 These financial

statements are the responsibility of the Companys management Our responsibility is to

express an opinion on these financial statements based on our audits

We conducted our audits in accordance with auditing standards generally accepted in the

United States of America Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the financial statements are free of material misstatement

An audit includes examining on test basis evidence supporting the amounts and disclosures

in the financial statements An audit also includes assessing the accounting principles used and

significant estimates made by management as well as evaluating the overall financial statement

presentation We believe that our audits provide reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects

the financial position of Harbor Financial Service LLC as of December 31 2011 and 2010 and

the results of its operations and its cash flows for the year then ended in conformity with

accounting principles generally accepted in the United States of America

Our audits were conducted for the purpose of forming an opinion on the basic financial

statements taken as whole The information contained in the Supplemental Schedules is

presented for the purpose of additional analysis and not required part of the basic financial

statements but is supplementary information required by rule 17a-5 under the Securities

Exchange Act of 1934 Such information has been subjected to the auditing procedures applied

in the audits of the basic financial statements and in our opinion is fairly stated in all material

respects in relation to the basic financial statements taken as whole

CARR RIGGS INGRAM L.L.C

Certified Public Accountants

February 28 2012



Harbor Financial Services LLC

Statements of Financial Condition

December 31 2011 2010

See accompanying notes to financial statements

-2-

Assets

Cash and cash equivalents 1129149 979202

Receivable from broker dealers 260198 242769

Receivable from representatives 30981 26343

Receivable from operations 17 48

Furniture and equipment net 34454 21693

Other assets 31862 22021

Total assets 1486661 1292076

Liabilities and Members Equity

Liabilities

Commissions payable 621419 588979

Accounts payable accrued expenses and

other liabilities 51418 126664

Total liabilities 672837 715643

Members equity 813824 576433

Total liabilities and members equity 1486661 1292076



Harbor Financial Services LLC

Statements of Income

Years ended December31 2011 2010

Revenues

Commissions 7365598 7838323
Investment advisory fees 1866595 1747743
Representatives fees 898441 999543
Other income 110210 71672

Total revenues 10240844 10657281

Expenses

Commission expense 8854989 9164970
Employee compensation and benefits 636172 529572
Bad debt expense 9482 387470
Occupancy 125033 119523
Professional fees 16247 125387
Communications and data processing 30659 37812
Regulatory fees and expense 68845 54865
Other expenses 27026 151329

Total expenses 9768453 10570928

Net Income 472391 86353

See accompanying notes to financial statements
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Harbor Financial Services LLC

Statements of Changes in Members Equity

Marc Brown Darai

Whitehead Corporation Corporation Total

Balance at December31 2009 458310 261885 261885 982080

Share of net income 43177 21588 21588 86353

Withdrawals 246000 123000 123000 492000

Balance at December 31 2010 255487 160473 160473 576433

Share of net income 236195 118098 118098 472391

Withdrawals 117500 58750 58750 235000

Balance at December 31 2011 374182 219821 219821 813824

See accompanying notes to financial statements
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Harbor Financial Services LLC

Statements of Cash Flows

Years ended December 31 2011 2010

Cash Flows from Operating Activities

Net income 472391 86353

Adjustments to reconcile net income to net cash

provided by operating activities

Depreciation 9557 7236

Changes in operating assets and liabilities

Receivable from broker dealers 17429 84560

Receivable from representatives 4638 55131

Receivable from operations 31 6760

Other assets 9841 708
Broker commissions payable 32440 290590

Accounts payable accrued expenses and

other liabilities 75246 58135

Net cash provided by operating activities 407265 588057

Cash Flows from Investing Activities

Purchase of furniture and equipment 22318 2035

Cash Flows from Financing Activities

Member withdrawals 235000 492000

Net Increase in Cash and Cash Equivalents 149947 94022

Cash and Cash Equivalents beginning of year 979202 885180

Cash and Cash Equivalents end of year 1129149 979202

See accompanying notes to financial statements
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Harbor Financial Services LLC

Notes to the Financial Statements

NOTE ORGANIZATION AND NATURE OF BUSINESS

Harbor Financial Services LLC the Company limited liability company organized in 2004 is

licensed broker-dealer registered with the Securities and Exchange Commission SEC and is

member of various exchanges and the Financial Industry Regulatory Authority FINRA The

Company acts primarily as broker in municipal securities government securities corporate

debt and equity securities equity trading on fully disclosed basis options life insurance and

annuities mutual funds and investment advisory services The Companys office is located in

Mobile Alabama

NOTE SIGNIFICANT ACCOUNTING POLICIES

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally

accepted in the United States of America requires management to make estimates and

assumptions that affect certain reported amounts and disclosures Accordingly actual results

could differ from those estimates

Commissions

Commissions and related clearing expenses are recorded on trade-date basis as securities

transactions occur

Depreciation

Depreciation is provided on straight-line basis using estimated useful lives of five to seven

years

Income Taxes

The Company is limited-liability company and is taxed as partnership for federal income tax

purposes Accordingly no provision for federal income taxes has been recorded in the

accompanying consolidated financial statements since the taxable income or loss is included in

the income tax return of the members As the Company is not liable for federal income tax the

Company has recorded no liability associated with uncertain tax positions The Company files

income tax returns in the US federal jurisdiction The statute of limitation for Internal Revenue

Service IRS examination of the Companys federal tax returns is determined by the statute

governing the tax returns of its members

Compensated Absences

Employees of the Company are entitled to paid vacation paid sick days and personal days off

depending on job classifications length of service and other factors It is impractical to

estimate the amount of compensation for future absences and accordingly no liability has

been recorded in the accompanying financial statements The Companys policy is to recognize

the costs of compensated absences when actually paid to employees

-6-



Harbor Financial Services LLC

Notes to the Financial Statements

NOTE SIGNIFICANT ACCOUNTING POLICIES Continued

Statements of Cash Flows

For the purposes of the Statements of Cash Flows the Company has defined cash equivalents

as highly liquid investments with original maturities of less than three months that are not held

for sale in the ordinary course of business

Subsequent Events

The Company evaluated all events or transactions that occurred after December 31 2011

through February 28 2012 the date the Company issued these financial statements During

this period the Company did not have any material recognizable subsequent events that

required recognition in the disclosures to the December 31 2011 financial statements

Reclassification

Certain amounts in the 2010 financial statements have been reclassified to conform to the 2011

presentation

Recently Issued Accounting Standards

During the first quarter of 2010 the FASB issued ASU No 2010-06 Improving Disclosures

about Fair Value Measurements This update requires reporting entities to make new

disclosures about recurring or nonrecurring fair-value measurements including significant

transfers into and out of Level and Level fair-value measurements and information about

purchases sales issuances and settlements on gross basis in the reconciliation of Level

fair-value measurements This guidance was effective for interim and annual reporting periods

beginning after December 15 2009 The new guidance did not have an impact on the

Companys financial position or results of operations

NOTE DEPOSITS

The Company maintains cash on deposit with two banking institutions At times deposits may

exceed Federal Deposit Insurance Corporation FDIC coverage of $250000 The Company

had one deposit account as of December 31 2011 and 2010 with balance $3876 and $2860

respectively in excess of FDIC coverage

The Company maintains cash balances at clearing organization insured by the Securities

Investor Protection Corporation SIPC The Company had no deposit account with clearing

organization in excess of SIPC coverage of $100000 at December 31 2011 and 2010

respectively

-7-



Harbor Financial Services LLC

Notes to the Financial Statements

NOTE RECEIVABLE FROM AND PAYABLE TO BROKER DEALERS

Accounts receivable from and payable to broker dealers consist of the following

Receivable Payable

December 31 2011

Receivable from broker dealers 260198

December 31 2010

Receivable from broker dealers 242769

The Company clears all of its propriety and customer transactions though clearing

organization on fully disclosed basis

NOTE CONCENTRATIONS OF CREDIT RISK

The Company is engaged in various trading and brokerage activities in which counterparties

primarily include broker-dealers banks and other financial institutions In the event

counterparties do not fulfill their obligations the Company may be exposed to risk The risk of

default depends on the creditworthiness of the counterparty or issuer of the instrument It is the

Companys policy to review as necessary the credit standing of each counterparty

NOTE FURNITURE AND EQUIPMENT

summary of the cost and accumulated depreciation of premises and equipment follows

December31 2011 2010

Furniture and office equipment 67332 45014

Accumulated depreciation 32878 23321

Property and equipment net 34454 21693

Depreciation expense for the years ended December 31 2011 and 2010 amounted to $9557

and $7236 respectively

NOTE COMMITMENTS AND CONTINGENT LIABILITIES

The Company has obligations under operating leases with initial noncancelable terms in excess

of one year Aggregate annual rentals for office space and equipment at December 31 2011

are approximately listed as follows

2012 84425

2013 84425

168850

-8-



Harbor Financial Services LLC

Notes to the Financial Statements

NOTE COMMITMENTS AND CONTINGENT LIABILITIES Continued

Rent expense for 2011 and 2010 aggregated to $104238 and $102227 respectively and is

included in the occupancy expense line item on the Statements of Income

NOTE PROFIT SHARING PLAN

The Company has defined contribution 401k plan open to all employees who have at least

one year of service and are age twenty one or older subject to minimum threshold of one

thousand hours worked per calendar year The Plan provides for 100% match on the first 3%
of employee compensation contributed then 50% match of the next 2% of compensation

contributed as defined by the Plan document The Companys matching contribution to the Plan

totaled approximately $11680 and $9775 in 2011 and 2010 respectively Additional amounts

may be contributed at the option of the Company There were no such discretionary

contributions made in 2011 and 2010

NOTE LEGAL CONTINGENCIES

The Company assesses potential liabilities in connection with lawsuits and threatened lawsuits

under FASB ASC 450 The filing of suit or formal assertion of claim or assessment does not

automatically indicate that accrual of loss is appropriate An accrual would be inappropriate

but disclosure would be required if an unfavorable outcome is determined to be reasonably

possible but not probable or if the amount of loss cannot be reasonably estimated If an

unfavorable outcome is assessed as probable an accrual would be appropriate if the amount of

loss can be reasonably estimated and disclosure would be required

The Company is currently party to arbitrations occurring in the normal course of operations

The Company has determined that it is less than reasonably possible that potential liabilities will

occur in connection with ongoing cases

NOTE 10 NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule

SEC Rule 15c3-1 which requires the maintenance of minimum net capital and requires that

the ratio of aggregate indebtedness to net capital both as defined shall not exceed 15 to and
the rule of the applicable exchange also provides that equity capital may not be withdrawn or

cash dividends paid if the resulting net capital ratio would exceed 10 to At December 31
2011 the Company had net capital of $630958 which was $580958 in excess of its required

net capital of $50000 The Companys net capital ratio was 1.07 to at December 31 2011

At December 31 2010 the Company had net capital of $427650 which was $377650 in

excess of its required net capital of $50000 The Companys net capital ratio was 1.67 to at

December 31 2010

-9-
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Harbor Financial Services LLC

Supplemental Schedule of Computation of Net Capital Under Rule

15c3-1 of the Securities and Exchange Commission

Years ended December31 2011 2010

Net Capital

Total members equity 813824 576433

Deductions and/or charges

Non-allowable assets

Furniture and equipment 34454 21693
Receivables from broker dealers 30998 26343
Receivables from representatives 56199 53715
Other assets 56879 47032

Net capital before haircuts on securities positions 178530 148783

Haircut on cash account 4336

Net capital 630958 427650

Aggregate Indebtedness

Items included in the statement of financial condition

Broker commissions payable 621419 588979

Accounts payable accrued expenses and other

liabilities 51418 126664

672837 715643

Computation of Basic Net Capital Requirements

Minimum net capital required 50000 50000

Net capital in excess the greater of 2/3% of aggregate

indebtness or minimum net capital requirement 580958 377650

Ratio Aggregate indebtness to net capital 1.07 to 1.67 to

Reconciliation with Companys Computation

Net capital as reported in Companys Focus Report

Part II 630958 427650

Net audit adjustments

Net capital per above 630958 427650



Harbor Financial Services LLC
Supplemental Schedule of Computation for Determination of

Reserves Requirements Under Rule 15c3-3 of the

Securities and Exchange Commission

The Company is exempt from this requirement under SEC Rule 15c3-3k2ii

-11-
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Car Riggs Ingram LLC

RIGGS PU Box 1190

INGRAM
Dothan Alabama 36302

334 677-9774

334 677-9339 fax

www.cricpa.com

REPORT OF INDEPENDENT AUDITORS ON INTERNAL
CONTROL STRUCTURE REQUIRED BY RULE 17a-5

OF THE SECURITIES AND EXCHANGE COMMISSION

To the Members of

Harbor Financial Services LLC

In planning and performing our audits of the financial statements of Harbor Financial Services
LLC the Company as of and for the year ended December 31 2011 and 2010 in accordance

with auditing standards generally accepted in the United States of America we considered the

Companys internal control over financial reporting internal control as basis for designing our

auditing procedures for the purpose of expressing our opinion on the financial statements but

not for the purpose of expressing an opinion on the effectiveness of the Companys internal

control Accordingly we do not express an opinion on the effectiveness of the Companys
internal control

Also as required by rule 17a-5g1 of the Securities and Exchange Commission SEC we
have made study of the practices and procedures followed by the Company including

consideration of control activities for safeguarding securities This study included tests of

compliance with such practices and procedures that we considered relevant to the objectives

stated in rule 17a-5g in making the periodic computations of aggregate indebtedness or
aggregate debits and net capital under rule 7a-3a1 and for determining compliance with

the exemptive provisions of rule 15c3-3 Because the Company does not carry securities

accounts for customers or perform custodial functions relating to customer securities we did not

review the practices and procedures followed by the Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by rule 17a-13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal

control and the practices and procedures referred to in the preceding paragraph In fulfilling this

responsibility estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the

preceding paragraph and to assess whether those practices and procedures can be expected to

achieve the SECs above-mentioned objectives Two of the objectives of internal control and

the practices and procedures are to provide management with reasonable but not absolute

assurance that assets for which the Company has responsibility are safeguarded against loss

from unauthorized use or disposition and that transactions are executed in accordance with

managements authorization and recorded properly to permit the preparation of financial

statements in conformity with generally accepted accounting principles Rule 17a-5g lists

additional objectives of the practices and procedures listed in the preceding paragraph

12



Because of inherent limitations in internal control and the practices and procedures referred to

above error or fraud may occur and not be detected Also projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in

conditions or that the effectiveness of their design and operation may deteriorate

control deficiency exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions to

prevent or detect misstatements on timely basis
significant deficiency is deficiency or

combination of deficiencies in internal control that is less severe than material weakness yet
important enough to merit attention by those charged with governance

material weakness is deficiency or combination of deficiencies in internal control such that
there is reasonable possibility that material misstatement of the entitys financial statements
will not be prevented or detected and corrected on timely basis

Our consideration of internal control was for the limited purpose described in the first and
second paragraphs and would not necessarily identify all deficiencies in internal control that

might be material weaknesses We did not identify any deficiencies in internal control and
control activities for safeguarding securities that we consider to be material weaknesses as
defined previously

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in

accordance with the Securities Exchange Act of 1934 and related regulations and that practices
and procedures that do not accomplish such objectives in all material respects indicate
material inadequacy for such purposes Based on this understanding and on our study we
believe that the Companys practices and procedures as described in the second paragraph of
this report were adequate at December 31 2011 and 2010 to meet the SECs objectives

This report is intended solely for the information and use of the Board of Directors
management the SEC the Financial Industry Regulatory Authority and other regulatory
agencies that rely on rule 17a-5g under the Securities Exchange Act of 1934 in their regulation
of registered broker-dealers and is not intended to be and should not be used by anyone other
than these specified parties

CARR RIGGS INGRAM L.L.C

Certified Public Accountants

February 28 2012
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Carr Riggs Ingram LLC

RIGGS P.O Box 1190

INGRAM Dothan Atabama 36302

334 677-9774

334 677-9339 fax

www.cricpa.com

INDEPENDENT ACCOUNTANTS REPORT ON APPLYING

AGREED-UPON PROCEDURES AS REQUIRED BY RULE

17a-5e4 OF THE SECURITIES AND EXCHANGE COMMISSION

To the Members of

Harbor Financial Services LLC

In accordance with Rule 17a-5e4 under the Securities Exchange Act of 1934 we have

performed the procedures enumerated below with respect to the accompanying Transitional

Assessment Reconciliation the Form SIPC-7 to the Securities Investor Protection Corporation

SIPC for the year ended December 31 2011 which were agreed to by Harbor Financial

Services LLC the Company the Securities and Exchange Commission the Financial Industry

Regulatory Authority Inc and SIPC solely to assist you and the other specified parties in

evaluating the Companys compliance with the applicable instructions of the Form SIPC-7 The

Companys management is responsible for the Companys compliance with those requirements

This agreed-upon procedures engagement was conducted in accordance with attestation

standards established by the American Institute of Certified Public Accountants The sufficiency

of these procedures is solely the responsibility of those parties specified in this report

Consequently we make no representation regarding the sufficiency of the procedures described

below either for the purpose for which this report has been requested or for any other purpose

The procedures we performed and our findings are as follows

Compared the listed assessment payments in Form SIPC-7 with respective cash

disbursement records entries related to payments made or overpayments applied in

connection with the SIPC-6 filing noting no differences

Compared the amounts reported on the audited Form X-17A-5 for the year ended

December 31 2011 with the amounts reported in Form SIPC-7 for the year ended

December 31 2011 noting no differences

Compared any adjustments reported in Form SIPC-7 with supporting schedules and

working papers with those amounts reported in the financial statements noting no

differences

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the

related schedules and working supporting the adjustments through recalculation of the

general assessment based on revenues and expenses reported within the financial

statements noting no differences and

Compared the amount of any overpayment applied to the current assessment with the

Form SIPC-7 on which it was originally computed noting no differences

We were not engaged to and did not conduct an examination the objective of which would be

the expression of an opinion on compliance Accordingly we do not express such an opinion

Had we performed additional procedures other matters might have come to our attention that

would have been reported to you

14



This report is intended solely for the information and use of the specified parties listed above

and is not intended to be and should not be used by anyone other than these specified parties

CARR RIGGS INGRAM L.LC

Certified Public Accountants

February 28 2012
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